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INVESTIGATION OF PREAWARD INSPECTIONS 
BY THE SERVICES 


(Case of Consolidated Industries, Inc., of Memphis) 


The Procurement Subcommittee of the Armed Services Committee 
of the House has held extensive hearings on the procurement pro- 
cedures of the armed services. Several reports have been issued and 
more are to follow. The purpose of these reports (and of this report 
in particular) is to set out by specific example procedures which in 
our opinion require correction. 

The instance recited here in detail does not involve a critical item. 
It was, however, a necessary item for classroom use. The handling 
of these bids will be set out in some detail to show by specific instance, 
where the subcommittee finds in many contracts that millions of 
dollars are being wasted in defaulted and delinquent contracts, to 
say nothing of frittering away of the time of Government employees, 
both uniformed and civilian, who are spending their time in doing 
the work which contractors are paid to perform. It is this leakage 
which increases the already heavy burden of the taxpayer, and which 
can be and ought to be stopped. 

Every contract begins with a preaward survey. ‘The Government 
finds out for itself the capacity and ability of the contractor to per- 
form the work. Upon the accuracy of these reports depends the 
action of the contracting officer. Once a contract is let the Govern- 
ment is bound to the contractor. It will be demonstrated by the 
following report wherein the Government loses by incompetent pre- 
award inspection. 


Consolidated Industries, Inc., Memphis, Tenn. 


Contract DA-—11+009—-Q M-—6508 ____...._.---------. ET oe Bt $230, 395. 00 
Contract DA-11—009-Q M-6512______- Bike Fey. BO 2 ....... 149, 942. 76 
Contract. NOmi-O9@s9....... 2. eee ees 38, 280. 00 


This company was formed about 1947. Its moving spirit was 
Jacob W. P. Fleming, who owned 80 percent of the stock. Fleming 
through another company had done some subcontracting in World 
War II. He had never been in a company which held a prime con- 
tract. But he had been in a company (in fact, in several companies) 
engaged in the veterans’ training program; and at the times herein- 
after recited these companies and Fleming were having difficulties 
with the Veterans’ Administration, which this subcommittee will not 
go into. 

In any event, Consolidated Industries had not turned out a thing for 
nearly 18 months preceding the award of these contracts. Before that 
it claims to have sold several hundred thousand dollars worth of furni- 
ture. Fleming went to Chicago in December 1950 where he says he 
found that the Quartermaster was inviting bids on metal folding chairs. 
Two invitations were posted with specifications for 118,000 metal 
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folding chairs. We take up the story with this beginning. Some of 
the incidents relating to what followed have been detailed by Hon. 
Gerald R. Ford, of Michigan, both in the Congressional Record of May 
22, 1951, page 5723 et sequitur, and additional details were presented 
by him to the subcommittee. Thereafter, the subcommittee took 
testimony and made a further investigation. Here is what happened: 

Fleming stated under oath to the subcommittee— 

That his company was organized in 1947. It occupied a building 
in Memphis, had sold some furniture in the early years, but for nearly 
18 months prior to these awards it had done only a‘ ‘negligible’ amount 
of business. Fleming wanted to get into defense work. He got the 
invitations for bids on folding steel chairs at Chicago. 

Here is what was on hand when he prepared the company’s bids: 
The company had no steel on hand. It had no commitment from any 
supplier for steel either as to quantity, kind, or the time of delivery. 
It did not even have a commitment on price. Fleming testified that 
he just took some warehouse prices which he knew about and other 
prices which he had heard mentioned in Memphis and guessed at a 
price which he used in making up the bids. He did not have the neces- 
sary tools, dies, jigs, or machinery : moreover, he told the subcommit- 
tee that the company did not have the money to buy them; but he 
knew he would have to get money somewhere to buy these things or 
would have to subcontract part of the work. He had no commitment 
from any prospective subcontractor in preparing his bid. The com- 
pany had ‘‘a couple thousand dollars” on hand. He knew the com- 
pany would require financing; and he “figured on’? an RFC loan for 
that purpose. 

He testified that the margin of profit was figured at from 10 to 15 
percent, or something over $45,000. 

The company was the low bidder on both invitations by some 
$55,000. 

Then followed the preaward inspection. Quartermaster Supple- 
ment to the Joint Procurement Regulations, section VI, Bonds and 
Insurance, part I, paragraph 6—100.3 reads as follows: 

Except under unusual circumstances bid and performance bonds are not to be 
required in connection with supply contracts. Instead, maximum reliance will 
be placed on preaward surveys and asceriainment of financial responsibility of 
bidders in making the award of contracts. 

We summarize the report of inspector No. 1: 

William K. Brown, area supervisor, made bis inspection on January 
10, 1951. He found the “plant”? was “cluttered up with old broken- 
down refrigerators, desks, benches, and a lot of torn-up scrap lumber 
where they had started to dismantle the benches and so forth that 
they had used for the vocational training school.’’ He found that 
there was ‘‘no activity in the plant whatsoever * * * that this 
plant had not been in operation for the past 18 months * * *.” 
In his report he states that he found the contractor “did not have the 
necessary equipment to perform the contract; that he lacked painting 
equipment, drying oven, spot welders , cleaning tanks, dies, jigs, fixtures, 
and heavy presses necessary to fabricate metal for ‘folding chairs. 

He did not report on the financial condition of the company. He 
did an excellent job and faithfully reported exactly what there was 
to report as confirmed by the admissions of Fleming, the president 
of the concern, heretofore recited. 
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Mr. Brown, inspector No. 1, advised that the contractor was not 
able to perform the contract for the reasons given in his report and 
advised against award. 

We continue with activities of Consolidated Industries, Inc., after 
the bids were opened: ~* 

After the bids were opened, Fleming was ready for the role of the 
small-business man. His company was low bidder and stood to make 
upwards of $45,000. If everything went well and he could get these 
contracts, then he could go out and start looking for materials, ma- 
chinery, and the finencing; and then Consolidated would be in busi- 
ness and Fleming would be a small-business man. His testimony was 
that at the letting in Chicago he learned that some of his competitors 
questioned his ability to perform the contracts, so he informed the 
subcommittee that “being a small-business man and unaccustomed 
to such threats or pressure’’ he betook himself to Washington. There 
he visited the offices of several Senators and Congressmen and spent 
most of his time with their aides. Apparently, the mantle of the 
“small-business man’’ showed gracefully on him for these aides rose 
to his cause. Somehow the news of his Washington visit was dis- 
creetly imparted to the Chicago Quartermaster Office. There a sue- 
cession of three other inspectors were dispatched to Memphis at 
regular intervals. Each dutifully reported that Consolidated could 
perform these contracts if an award were made to it. As these in- 
spectors warmed to their tasks, we summarize their reports: 

Inspe ctor No. 2 

On January 24, 1951, a new survey was ordered by the Chicago 
Procurement Office ‘‘to give this contractor an opportunity to prove 
that our initial survey was wrong and to prove that he could perform.’ 
Time was of the essence. The chairs were urgently needed.  Inspee- 
tor No. 2, who was on an assignment at Clarksville, Tenn., was di- 
rected by phone “to proceed immediately to Memphis, Tenn., to 
Consolidated Industries, Inc.” He knew only “the identification 
number of the contract and the quantity” of chairs called for. 

By this time Fleming and his assoviates knew that another inspec- 
tion was to be made in the Consolidated Industries, Inc., so the stage 
was set for the visit from Government men. Inspector No. 2 re- 
ported that the plant was clean and that “in fact some men were there 
at the time welding and making chair franies.”” (It developed from 
subsequent testimony by Mr. Fleming that the men were actually 
engaged in applying the plastic back and seats to certain steel frame 
chairs that he had purchased.) 

While sitting there talking, inspector No. 2 reports two calls came 
in to Fleming. The man on the other end of the line talked in such 
a loud voice it was possible for the inspector to overhear: “We have 
a carload of steel ready for delivery now.’ Thus, inspector No. 2 
had the answer to his questions on the steel necessary to manufacture 
the chairs. 

He determined the capacity of the “plant” on “the capacity of the 
bending machines.” Each machine could make about 400 bends per 
hour. He multiplied that number by 16 hours per day (two shifts) 
and came to the conclusion that the plant could manufacture 100,000 
chairs per month. This inspector was told that the seats and backs 
were going to be subcontracted. 
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He reported: 


The facility is engaged in production of metal furniture and their normal ca- 
pacity on an 8-hour shift is approximately 100,000 folding chairs per month; 
however, at the moment due to lack of steel this production bad to be curtailed. 
That was wholly false—the plant had not been in operation for 18 
months and had never in its existence made a folding chair. This 
inspector’s downfall came when he accepted the misleading statements 
made by Fleming and his associates. 


Inspector’ No. 3 


Inspector No. 3 visited the “plant” on January 31, 1951, just 7 days 
after inspector No. 2. He found no evidence that this plant had 
recently manufactured any furniture. He did see some men “‘experi- 
menting” with dinette furniture including table and chairs with tubu- 
lar legs. He noticed that the plant had recently been thoroughly 
cleaned out and that certain machine tools had been rearranged. He 
also saw some experimental work being done on refrigeration units, 
Fleming, who conducted the inspector on a tour of the plant, ‘‘con- 
veyed the impression” that he was going to manufacture or assemble 
these units in his plant. Fleming pointed out some radio technicians 
to the inspector who were ‘‘doing development work” on a travel type 
of film that could be used in television. The inspector was impressed 
with these men as being “‘high-type personnel.” 

Fleming testified that these men were not working for Consolidated 
Industries, but that he permitted them to use his shop for the experi- 
mental work that they were conducting. They served as window 
dressing for the benefit of the inspector. 

Inspector No. 3 was very thorough in taking an inventory of the 
equipment located in the plant; however, very little of the equipment 
could be used for the manufacture of the steel folding chairs. The 
majority of it was left over from the training school activities for the 
Veterans’ Administration. This inspector did not check with the VA 
because he did not feel that it was in his jurisdiction. Neither did he 
look into the financial ability of the contractor because he “did not 
receive directions to do so.” 

This inspector, like the one that preceded him, determined the ca- 
pacity of the plant by the capacity of the bending machines. He 
reported that this facility could produce 75,000 chairs per month, 
beginning the first month, 60 days after the contract was awarded. 

However, the contract required that 75,000 chairs be delivered 60 
days after the contract was awarded, with the balance -of 43,000 
chairs due 90 days after the date of the contract. An evaluation of 
this inspector’s report alone shows that the contract could not pos- 
sibly have been fulfilled within the time limits called for. 

Inspector No. 4 

Inspector No. 4 was called upon by the Quartermaster to give his 
opinion of the three earlier preaward surveys of inspectors Nos. 1, 2, 
and 3. He visited the “plant’’ on February 5 and 6. Inspector No. 
4 succumbed to the resourceful imagination and optimism of Flem- 
ing. He testified that he was not required to look into the financial 
background of the company because he was appearing the role of a 
“consultant’’ and was not directed to look into the ‘‘details’’ that the 
other inspectors should have covered. He did not check into the con- 
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tracts with the Veterans’ Administration, “because he was not 
directed to go into that.”’ His tour conductor was Fleming. 

Inspector No. 4 reported: 

The company has previously and is at the present time producing dinette sets 
consisting of dinette tables with tubular metal legs and chairs fabricated from 
steel tubing. 

Fleming’s testimony is contrary to that. 

He has testified that his company was manufacturing dinette sets 
with the tubular metal legs. He had, however, bought the chairs 
and tables and was assembling them. He testified that Consolidated 
was making the seats and backs of leatherette, plywood, and cotton 
linters. He had nothing to do with the steel fabrication or the 
bending of the tubular legs for the furniture. — 

This inspector was also duped. 

His report states that this company— 
required a minimum of 60 days lead time on deliveries * * * to enable them 
to rearrange some of the equipment in their plant and set up an assembly line, 
spray booth, baking over, and packaging and packing facilities before they could 
get into actual production of producing end items. 

As previously reported, the contract required delivery of 75,000 
chairs in 60 days and the balance in 90 days. 

Similar to the report filed by inspector No. 3, a proper evaluation 
of this report would have shown that the contractor could not possibly 
have complied with the delivery dates set forth in the invitation to 
bid, to say nothing of other glaring oversights and naiveté, while 
“evaluating”’ the work of his predecessors. 

After these latter three reports had been received, the matter was 
up to the Quartermaster at Chicago. 

The commanding general of the quartermaster depot at Chicago 
appeared before the subcommittee. He occupies the unique position 
of being in charge of the depot, but without authority to bind the 
Government on contracts. He stated that he participated in the 
decision to make this award. Undoubtedly, he did it in the con- 
scientious performance of his duty; and the subcommittee is impressed 
with his circumspect conduct and meticulous handling of the matter. 
But the general had to rely on inspection reports. There was nothing 
to help him from those sources. He had before him two low bids. 
He wanted to save money for the Government. He wanted to be 
entirely proper and correct in dealing with Consolidated. So he cast 
his vote for Consolidated on the evidence before him. 

A contracting officer awarded the contract to Consolidated Indus- 
tries, Inc., for 118,000 chairs to be delivered—75,000 on April 7 and 
43,000 on May 8, 1951. 

Consolidated’s travail had begun. The Reconstruction Finance 
Corporation withdrew its hoped-for commitment. The search for 
ted was frantically on, with the Government taking that job over 
for the most part, as will be detailed later. There was no machinery 
and no money to buy it. An RFC audit of the company showed 
that on December 30, 1950, just before the awards, the company had 
on hand $410.41. 

April and May came and no chairs were produced. The contracts 
were hopelessly in default. As the situation grew more gloomy, 
Fleming got in touch with a salesman he met in Chicago at the bid 
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opening. The salesman represented International Rolling Mills. 
He wanted to sell some steel, Fleming told the subcommittee. Out 
of that arrangement, these contracts of the ‘small-business man” 
were assigned to Rabar Finance Co., a subsidiary of International 
Rolling Mills; and the finance company is the 100 percent owner of 
the contracts. Fleming ruefully stated to the subcommittee that he 
didn’t think his company would have any profit left. 

The chairs are now being produced, months in default of the due 
date. On July 25, 1951, oa 7,000 chairs had been delivered and 
12,000 chairs were awaiting inspection. There are nearly 100,000 
yet to be delivered. The Army has been standing a long time. 

This is the saga of an attempt to balloon a cash balance of $410 into 
a profit of more than $45,000 with Government contracts used as a 
hunting license for plant, machinery, materials, and financing. A 
competent inspection service would have discovered it. 


Marine Corps and naval inspector 


In April 1951, while Consolidated’s contracts with the Army were 
in default, the Marine Corps advertised for 12,000 chairs. Consoli- 
dated submitted the low bid. 

A naval inspector was sent on April 17, 1951, to report on the quali- 
fication of the contractor. His report was this: 

He contacted the vice president, asked to be shown the property 
and these various machines. He saw that there was little cperation 
going on at the time, which he didn’t question, because “it wasn’t 
included in my survey.” 

He said his mission was to make a survey “to determine if the bidder 
is capable of performing in the event of an award for the 12,000 
chairs.”” He says he wasn’t asked to make a statement that the 
chairs could be produced in 30 days, although that was required by 
the invitation to bid. It was his understanding “from the company 
officials that their production was from 1,800 to 2,000 chairs per 
day.” They indicated to him that they had made chairs before, he 
says, but be had no way of knowing whether they had or not. 

The company, he said, did not volunteer the information that they 
had Army contracts. He says he didn’t ask them about that because 
“he hadn’t been instructed to ask that question.’”’ He said that the 
company didn’t volunteer any information that was not asked for. 
The only information he could get from them on their financing, he 
savs, was that they were 100 percent financed by Rabar Finance Co. 

He made no investigation of the company’s prior experience be- 
cause “he was not instructed to do so.” He says, simply enough, 
that he was to “look into the manufacturing ability of the company 
as to whether they could produce the chairs they were bidding on.” 

So the naval inspector reported favorably. The Marine Corps 
awarded it a contract for 12,000 chairs to be delivered in 30 days. 
And that contract has not been performed as yet. 


QUARTERMASTER CORPS—EXPEDITER SERVICE 


What this type of procurement cost the Government over and 
above the delay in receiving its products, in performing services with 
Government employees which the contractor should have performed 
was this: 
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A lieutenant colonel and staff were put to work searching for steel 
to commence the contract. He and his staff scoured the country by 

ersonal search and telephone, requesting, pleading, and probably 
gee af more emphatic than that, in helping perform this critical 
“defense order.” 

Of course, the requests of the Government are honored in times of 
emergency. Whenever the Government ‘“expediters” thought they 
had located some steel they called Fleming and he placed orders. 
The Government found a load of steel coming from Belgium and 
advised Fleming to place an order for it. The ship arrived a month 
after it was promised. It was misrouted. The Government “expedi- 
ters’’ went to work by telephone and other means tracing it. They 
finally located it. 

Later Consolidated was in trouble over the chair tips to be used. It 
couldn’t obtain them. Government ‘‘expediters’? went to work. 
NPA regulations prohibited the use of natural rubber. The Govern- 
ment expediters searched the industry for a supplier. Finally, that 
search was abandoned and their energies were expended in locating, 
testing, and developing a plastic cap, ‘which was finally used. 


CONCLUSIONS 


It would be impossible to determine by a cost survey the time, 
salaries, and personal expenses of these Government employees who 
were actually performing work which the contractor had been engaged 
to perform. 

The supposed saving of $55,000 evaporated very quickly over these 
months of delay and trouble—all because of incompetent, inadequate, 
preaward inspection. 

In the many cases which the subcommittee has examined of incom- 
petent preaward inspection the stock excuses have been either— 

The regulations did not require the inspector to make the inquiry 
which would have ascertained the facts bearing upon the contractors’ 
qualification; or 
That question wasn’t on the form; or 
“T wasn’t instructed to ask that.” 

It is high time that someone in authority took a look at the regu- 
lations and abolished them as a sanctuary for failures; and it is also 
time that some departmental procedures be worked out to educate 
inspectors on the questions that ought to be asked in a preaward 
inspection. 

If, in the absence of a performance bond, maximum reliance is placed 
on preaward inspection, then that inspection should be adequate. 

Price is not the only criterion for a contracting officer. Performance 
is equally important in determining a sound, economical, businesslike 
contract. The overbalance of one or the other produces losses of the 
type such as these shown in this report. 


RECOMMENDATIONS 


The subcommittee recommends that the services take immediate 
steps to improve and correct procurement regulations to assure com- 
petent preaward inspections; and that immediate steps be taken to 
educate inspectors upon the need of a full and adequate inquiry when 
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making their examinations. Forms and regulations which leave them 
hide-bound, if in fact that is the case, should be scrapped i in favor of a 
realistic and competent approach. 

2. The subcommittee will continue its study and investigation 
into the need for performance bonds, if necessary recommending 
legislation, should our further inquiries prove the desirability of 
them. But unless the preaward inspections can be improved, that 
step may become necessary. 

August 7, 1951. 


PRE-AWARD INSPECTIONS BY THE SERVICES 


F. Epwarp Hfperr, 
Subcommittee Chairman 

O. C. FisHer. 

EDWARD DEGRAFFENRIED 

L. Gary CLEMENTE. 

Wiiuiam J. Green, Jr. 

Criype Doy.e. 

Cuarues H. Eston. 

Jack Z. ANDERSON. 

Harry L. Tower. 

WiuuiaM E. Hess. 

W. Sreruine Coie. 
Approved: 


Cart Vinson, Chairman. 











